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Smith: Human Behavior: A Factor in Accounting

Although psychology and sociology are just as im
portant to accountants as to other managers, only
recently have they shown much interest in
subjects. This article reviews some recent studies in
volving —

HUMAN BEHAVIOR:
A FACTOR IN ACCOUNTING
by E. D. Smith
The Ohio State University

many years psychologists,
sociologists, and other behav
ioral scientists have been analyz
ing the behavior of factory and
office workers and offering their
findings for the guidance of ad
ministrators. This research has had
a discernible impact on the prac
tice of personnel management and
organization planning.
Only recently, however, has
there been much interest in the
application of the behavioral sci
ences to accounting. Yet the prob
lem of what happens to accounting
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data in the minds of operating ex
ecutives — and the related question
of what happens to information sys
tems in the hands of operating per
sonnel — should be of concern
the accountant and the systems
man.
This article reviews recent re
search in two areas of behavioral
science, the effect of alternative
methods of presenting financial
data on business decisions and the
psychological variables surrounding
budgets and their acceptance by
employees. The results of these
studies are far from conclusive, but
they do raise some provocative
questions for accounting manage
ment.
Accounting techniques

Business decision making is a
major area of research. The cen
tral theme of theories of business
behavior is choice, and these theo
ries consist primarily of hypotheses

about the basis upon which, and
the framework within which, proc
es of choice are carried out.
Many variables enter into business
decisions. The amount and nature
of the information possessed is one
of the most important at the level
of individual decision making.
Three recent studies have dealt
with the extent to which differing
presentations of financial data de
rived from identical facts — specifi
cally, different inventory costing
assumptions — affect the choices
made by decision makers.
Assume that decision makers are
given financial statements based on
two different inventory costing as
sumptions for use in interpreting
the same basic data. How would
these two different accounting
techniques affect the decisions
made?
Diverse inventory accounting
procedures were used as a means
of distinguishing the reports for
two reasons: Generally accepted
53
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Fluctuations in costs and profits apparently intensified the internal pressures on the decision makers.
In contrast, companies whose environment appears stable may be sluggish in adjusting to new conditions.

accounting procedures now encom
pass a variety of inventory costing
techniques and apparently will
continue to do so in the future. In
ventory costs are a major determi
nant of income and have a major
impact on the balance sheet. The
extent
which the inventory cost
ing technique affects income varies
directly with the magnitude of the
changes in the purchase price
materials during the period report
ed.
Bonini study

Bonini1 developed a computer
simulation model of a company
which human decision makers were
represented by decision rules. His
model included organizational, be
havioral, and informational factors
as well as economic variables in
an attempt to analyze the com
pany’s behavior in conditions of
imperfect information, in oligopoly
markets, and in reaching equilibri
um. The company’s organization
and information system were var
ied to see what effects these
changes would have on prices,
costs, profits, physical inventories,
and a measure of the level of pres
sure within the company.
1 Charles P. Bonini, Simulation of In
formation and Decision Systems in the
Firm, Prentice-Hall, Inc., Englewood
Cliffs, New Jersey, 1963.
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In setting up his basic model
Bonini chose the simple average
cost method to value the inven
tory. When he began to experiment
with the model, he compared the
effects of the average cost valua
tion with those of the LIFO meth
od. On the average, the use
the
LIFO method resulted in lower
prices, higher pressure within the
organization, and higher sales, prof
its, and inventories.
The reason appeared to be that
when LIFO was used, variability
in costs from period to period re
sulted in variable profits. The av
erage cost method, in contrast,
tended to smooth out fluctuations
in costs and profits. Fluctuations in
costs and profits apparently inten
sified the internal pressures on the
decision makers, leading them to
increase production, cut prices, and
thus, in this model, increase profits.
Bonini concluded that the fluc
tuating results characteristic
LIFO accounting were psycholog
ically beneficial to the organization.
LIFO directly transmitted cost va
riations into profit variations, and
these fluctuations, Bonini felt, kept
the organization on its toes and
thus promoted its success.
The smoothing effect of average
costing in a highly variable en
vironment, on the other hand, was
a detriment to the company, he
felt. Companies whose environment
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is — or seems to be — stable may
be sluggish in adjusting to new
conditions and in taking advan
tage of market opportunities. In a
company with a stable environ
ment profits reach a satisfactory
level and then vary little. Any
planning group relies heavily on
the experience of the past in de
termining its future expectations. If
past financial statements indicate
stability of environment, there is
little pressure to cut costs or to in
crease sales.
The disclosure of varying costs
through LIFO stimulates better
performance in two ways. First,
when profits are projected on the
basis of data taken from a period
when costs rose or sales fell, the
projected profits do not satisfy the
profit goal the company has set for
itself. Measures will be taken to
reduce costs, increase sales,
change prices in an attempt to im
prove profits. Secondly, better per
formance is encouraged within the
company when profits that have
been exceptionally high return to
a normal level. The management’s
aspiration level has been raised,
and a previously acceptable level
of profit is no longer satisfactory.
Expectation of unsatisfactory fu
ture profits will again lead to at
tempts to cut costs, increase sales,
and examine prices.
The concept
organizational
Management Services
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slack as developed by Cyert and
businessmen. Thus Bruns conclud
March2 suggests that individuals
ed that “the preponderance of evi
working within an organization or
dence indicates that differences in
dinarily utilize only a small part of
decisions are unrelated to the in
their potential; only as the pressure
ventory valuation method used by
associated with a failure to pro
the firm.”
duce up to expectations begins to
build up do attempts to improve
Dyckman
performance begin to develop.
The third study of the relation
Thus, Bonini would conclude that
between
accounting techniques and
LIFO is superior in motivating
management
decisions supported
force to the average cost method in
Bruns’ conclusions rather than Bo
that it discloses changes through
nini’s. Dyckman4 used a business

the income statement and these
simulation technique in which the
changes exert pressure for improve
business environment was simulat
ment. High variability influences
ed on a computer and various in
company behavior to the extent
dividuals made the management
that it causes the personnel to at
decisions necessary to operate the
tempt to improve, which in most
companies simulated. After ten pe
cases leads to improved perform
riods
of business activity each com
ance.
pany was assigned new managers,
all members of an intermediate
Bruns
Two other studies
class in accounting theory at the
Bruns3 in an unpublished study
University of California. The new
failed to support the theory
used a simple desk-calculatormanagers were supplied with de
scored business game in an attempt
that LIFO accounting,
tailed reports for the previous ten
to determine the effect that various
periods and were required to make
inventory costing methods could
by making financial results
new operating decisions on the
have on selling price, promotion,
basis of that information. A few
more variable,
and production decisions. Game
months later they were required to
participants, who included both
stimulated greater effort—
make decisions for what was osten
businessmen and students, made
sibly a different set of companies.
and hence
their decisions on the basis of state
(The names were changed; actu
ments prepared on FIFO, LIFO,
ally, however, the reports were
better performance—
and variable costing assumptions.
identical to those they had used
In this experiment each subject
in the organization.
earlier except that a different in
was exposed to only one costing
ventory costing method was used in
method.
their preparation.)
Bruns’ results were quite differ
Differences in the decisions made
ent from Bonini’s. There were, of
on the two occasions by the same
course, variations in the decisions
individuals
to total units to be
made by individual participants.
produced, expenditures on research
These variations did not, however,
and development, marketing ex
correlate with the differences in in
penditures, unit prices, and period
ventory costing method. The only
dividends did not reflect the influ
clear pattern of difference that
ence of the change in accounting
emerged was between the students
technique. Indeed, the results of
and the businessmen; prices and
the study failed to disprove the
promotional expenditures were, in
hypothesis that the decisions made
general, set at higher levels by the
in simulation would be the same
2 R. M. Cyert and J. G. March, Organ
regardless of the inventory costing
izational Factors in the Theory of Olig
assumption. Each participant sub
opoly,” Quarterly Journal of Economics,
mitted a detailed report justifying
February, 1956.
and explaining his decisions; in
3 Thomas R. Dyckman, “The Effects of
these reports the participants
Alternative Accounting Techniques on
showed more concern with share
Certain Management Decisions,” The
Journal of Accounting Research, Spring,
1964.
September-October, 1965
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4 Ibid.
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There were differences in the type of decision maker studied. One researcher used accounting students;
one used both students and businessmen; one used computerized decision rules rather than human beings.

of market and with the availability
of cash than with immediate prof
its or even with profit trends.

Comparison



Thus, the results of the Bruns
and Dyckman studies seem to con
flict directly with those of the Bonini study. Bonini found that dif
ferent accounting techniques di
rectly influenced certain business
decisions; Bruns and Dyckman
found no such influence.
Some of the conflict might be
explained by differences in the
basic experimental designs of the
studies. In the Bruns study each
subject was exposed to only one
inventory costing method; thus,
there was no test of how the same
individual would behave when
confronted with two different in
ventory costing assumptions. This
failure to expose each participant
to more than one alternative left
room for individual bias. Indeed,
by his own admission, Bruns’ re
search was of such a limited nature
that he could not completely reject
his principal hypothesis.
Furthermore, there were differ
ences in the type of decision maker
used in the three studies. Dyckman
used accounting students; Bruns
used both students and business
men; and Bonini used computer
ized decision rules rather than hu
man beings.
It seems plausible that there
56

might be more than a nominal dif
ference between the decisions made
by intermediate accounting theory
students and those made by busi
nessmen under the pressures of
the real world. As a matter of fact,
Bruns’ experiment showed differ
ences in decision making patterns
between the businessmen and the
students.
Bonini’s decision making model
was based on careful studies of
economic and psychological rela
tionships. He attempted to relate
his psychological, behavioral, and
quantitative decision rules to ac
cepted theory in economics and the
behavioral sciences or to accepted
business practice. It would seem
likely that Bonini’s model incor
porated at least
many of the
characteristics of businessmen that
might determine a decision
the
accounting students possess — pos
sibly more — and Bonini’s results
might therefore be adjudged valid
and applicable to the business
world.
Dyckman attributes the differ
ence between his results and Bo
nini’s to the rigidity of Bonini’s
electronic decision maker. Operat
ing under the programed decision
rules, the computer had to accept
all data at face value, without at
tempting to question the informa
tion system or correct for such
sources of bias as the varying in
ventory costing assumption. Dyckman’s students, on the other hand,
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were able to compare the financial
data they received, colored by the
inventory costing assumption, with
operating data on production vol
ume, expenditures on marketing
and research, production costs,
prices, and sales volume and thus
adjust for the change in inventory
costing method.
Dyckman’s interpretation is sup
ported to some extent by compari
son of his experiment with an ear
lier one made by him in which the
subjects received only financial
data —on earnings, financial posi
tion, and cash flow.5 In the earlier
study the decision makers were
evaluating the companies as possi
ble investments, and their decisions
were influenced by changes in in
ventory costing methods.
Dyckman does not deny Bonini’s
results altogether. He concludes
that Bonini’s computerized decision
maker possessed the characteristics
of lower-echelon personnel, who
are unable to interpret financial
reports accurately and correct for
information bias. Members of up
per management, he maintains, are
able to adjust the accounting data
they receive so as to correct any
bias introduced by changes in ac
counting method. This, he thinks,
is what his students did.
It is hard to tell whether Bonini’s
5 Thomas R. Dyckman, On the Invest
ment
Accounting Review,
April, 1964.
Management Services
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computer or Dyckman’s students
portant. Budgets are a useful tool
cisions affecting them. It is the
better represent lower-echelon
for management in planning, co
process of joint decision making by
management, upper management,
ordinating, and controlling. De
persons who will be affected by the
or management in general. The
spite the emphasis on motivation
decisions they make.
relationship of variability in results
found in much of the management
By drawing on various sources
to psychological pressure and of
literature, most of the available
for information, participation can
literature on budgeting deals with
pressure to improved performance
be of great value in improving
is well established. However, the
the content of the budget rather
budgets. Its psychological values
than with the desires, capabilities,
extent to which pressure arises
are of more concern here, however.
and psychological characteristics
from alternative accounting tech
Participation offers substantial
the persons who must use the
niques and influences the decision
opportunities for ego satisfaction
maker was not clearly established
budget.
for the subordinate and thus can
Much of the general research
by these three studies.
motivate the subordinate toward
that has been done in employee
Dyckman feels that the influence
the attainment of organization ob
is limited to the lower echelons.
relations is applicable to the budg
jectives.6 The subordinate can at
Bonini simply maintains that to
eting process, however, and some
tain satisfaction from finding satis
attention has been given to the
the extent that alternative account
factory solutions to problems and
ing techniques increase the varia
psychological aspects of budgeting
from receiving the recognition of
bility of profits from period to pe
itself. This article will review some
his peers and superiors.
riod and to the extent that individ
In
budgeting,
participation
aspects of the effects that partici
uals are influenced by this varia
pation, group cohesiveness, and
should help to promote adoption
bility the resulting business deci
employee aspiration levels can
of the budgeted goals as personal
sions will differ. It is evident that
have on the performance achieved
goals by the employees. A budget
under any budget.
some individuals are influenced,
or any other goal must receive some
but which individuals they are and
internal recognition if it is to be
the degree to which they are influ
effective.7 Participation may be a
Participation
enced has not been established.
means of obtaining this internal
Budgeting is another area of the
recognition.
Participation consists of creating
accounting function in which psy
Unfortunately, there is no auto
opportunities under suitable con
chological considerations are im
matic cause-and-effect relationship.
ditions for people to influence de
Some studies have suggested a di
rect relationship between partici
pation and productivity, but others
have shown no such tie-in. Most
researchers agree that participa
tion does promote high morale and
group cohesiveness. However, mo
rale and cohesiveness do not neces
sarily promote productivity. It is
possible for employees to be happy
in their jobs without accomplishing
much, and group pressure can be
applied to a production slowdown
easily
to accomplishment of
management’s goals.
After reviewing a number of
studies, Becker and Green8 con
clude that participation exerts its
impact on productivity chiefly
through its effect on group cohe-

High morale and group cohesiveness do not necessarily pro
mote high productivity. It is quite possible for people to
be happy in their jobs without accomplishing much work.
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6 Douglas McGregor, The Human Side
of Enterprise, McGraw-Hill Book Com
pany, Inc., New York, 1960.
7 Andrew C. Stedry, Budget Control and
Behavior, Prentice-Hall, Inc., En
glewood Cliffs, New Jersey, 1960.
8 Selwyn Becker and David Green,
Budgeting and Employee Behavior,”
The Journal of Business, October, 1962.
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It is possible for the magnitude of a failure to be great enough to force an in
dividual to withdraw from the system by refusing to set
level of aspiration.

siveness. Participation enables the
participants in a work activity
know one another, communicate,
and
interact — all of which pro
mote cohesiveness. Participation
gives the employees an opportunity
to absorb the standards of other
members of the group so that if
the group apparently accepts a
change the individual
also be
motivated to accept it in order to
retain group membership. Success
ful participation, then, is helpful in
promoting interaction, from which
a cohesive group may develop, and
in directing interaction in such a
way that the individual is led to
accept as his own goals the goals
adopted by the group.
Level of aspiration

Thus, cohesiveness is a product
of participation, but changes in
productivity depend more directly
on cohesiveness than on participa
tion. The question then is how to
make group cohesiveness work to
ward attainment of budgeted goals
rather than against it. Social sci
ence research offers no clear-cut
answer, but some clues are pro
vided in the work that has been
done on aspiration levels.
An aspiration level is that goal
an individual which when achieved,
even barely, produces subjective
feelings of success and which when
not achieved causes the individual
to experience subjective feelings of
58

failure. It has been described as
“the level of future performance in
a familiar task which an individual,
knowing his level of past perform
ance in that task, explicitly under
takes to reach.”9 The aspiration
level of an individual is partially a
function of his achievement in the
past.10 Success will lead to a rise
in the aspiration level; failure, to a
fall. There is a direct relationship
between the degree of success and
failure and the corresponding rise
or fall in the aspiration level. It is
possible for the magnitude of a
failure to be great enough to force
an individual to withdraw from the
system by refusing to set an aspira
tion level.
The degree of effort expended
by employees as they attempt to
achieve budgeted goals is partially
dependent on their levels of aspira
tion.11 A disproportionate amount
of energy will be exerted to reach
the aspired-to goal so that the em
ployee can experience subjective
feelings of success. Although the
department head’s aspired level of
cost is not necessarily equal to the
budgeted level, it is related to the
budgeted level. Thus, to the extent
that budgeted levels and aspiration
levels can be equated, the company
will benefit from the energy ex
pended by employees to reach the
9 Stedry, op. cit.
10 Cyert and March, op. cit.
11 Becker and Green, op. cit.
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goals to which they aspire. Since
aspiration levels will decline if the
budget is lowered, the importance
of establishing a budget that fully
utilizes employee capacity is evi
dent.
Adequate communication of re
sults is of critical importance to
the level of aspiration. Unless an
employee is informed of the re
sults of his performance, he will
not know whether his efforts were
worthwhile; he will not experience
any subjective feeling of success or
failure. Communication can serve
either to reinforce or to extinguish
previous behavior. Thus, lack of
communication can lead to de
creased morale and, by preventing
the formation of a high level of
aspiration for the next period, can
lead to decreased performance.
Although the application of be
havioral scientists’ research to the
area of accounting is a fairly re
cent development, the implications
of the work being done are farreaching. This article has attempt
ed merely to review the results of
some of the research that has been
done on two subjects with signifi
cance for accounting, namely, man
agerial decision making and budg
eting. Through a better under
standing of how executive deci
sions are made and how budgets
affect people, accountants and sys
tems men should be able to in
crease the effectiveness
their
work.
Management Services
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